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1. I am pleased to submit to you the report on the Audit of UNOHCI, which was conducted
from 13 March to 5 April 2000.
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a time schedule for the implementation of each accepted recommendation.

3. I would appreciate receiving your reply by 20 June 2000.
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AUDIT OF UNOHCI (AF00/49/1)

Executive Summary

In March and April 2000, we conducted an audit of the United Nations Office of the
Humanitarian Coordinator for Iraq (UNOHCI) in Baghdad and North Iraq. The primary
objectives of the audit were to assess the effectiveness of financial and administrative procedures
and to review operational arrangements in North Iraq.

The major findings were as follows:

= Lack of proper management of the Procurement Section resulted in serious breaches of
financial and procurement rules, a lack of justification for purchases, procurement action not
being taken on a timely basis, and the Reality procurement system not being fully
implemented;

* The procurement of “winter items” for internally displaced persons, approved by OIP in the
amount of approximately $500,000, was a total departure from established procurement
procedures, resulting in serious breaches of internal controls;

»  Miscellaneous obligating documents for approximately $400,000 had been raised based on
purchase requisitions to retam funds in contraventlon of UN financial rules;

* Arrangements for the transportation of cash to North Iraq had not been made in accordance
with best practices issued by the UN Security Coordinator, unnecessarily endangering the
personnel who camed the. cash

. The post for the Chlef of the Llalson and Travel Unit was established at the P-4 level event
though a staff member at the G-3 level had managed the Unit for over one year. Moreover,
the Unit functloned as an independent unit and not as part of the Gene-al Services Section
which is: the normal practice in peacekeeping missions;

» The Mlsswn conducted implementation activities under the “13 per cent” account, which had
resulted in an-additional administrative burden, instead of focusing on its core activities of
coordinating and monitoring programmes being implemented by other UN agencies; and

»  The arrangements made by UN agencies in north Iraq to lease vehicles at a nominal rate to
local authorities in North Iraq had not been approved by the Security Council, and procedures
to monitor their use had not been established by either the agencies or the Mission.

A summary of our observations, recommendations and UNOHCI's response is provided in the
Annex to the report.







L INTRODUCTION

1. OI0S conducted an audit of the United Nations Office of the Humanitarian Coordinator for
Traq (UNOHCI) from 13 March to 5 April 2000. The audit was performed in accordance with the
general and specific standards for the professional practice of internal auditing in United Nations
Organizations.

2. UNOHCI was established in 1991 to coordinate inter-agency humanitarian programs that
were designed to help meet the needs of vulnerable Iragis. The Humanitarian Coordinator reports
to the Executive Director of OIP. In addition to the co-ordination aspect, UNOHCI monitors the
delivery of supplies to the Central and Southern parts of Iraq and has a Deputy Humanitarian
Coordinator in Northem Iraq who oversees UN-implemented humanitarian aid in that region.
UNOHCI also provides administrative services to the UN Guards Contlngent in Irag (UNGCI) who
provide security for UN personnel in North Iraq. e .

3. UNOHCT’s budget is for a six-month period. For the period from 1 January to 30 June 2000,
the cost estimates are $12,046,000 (net) plus an additional $347,000 (net) for FALD HQ support.
For the previous period to 31 December 1999 the amounts were $12,693,000 and $347,400
respectively. .

4. The findings and recommendations ¢ontained in this report were discussed with Mission
management who were also provided with a summary of the major findings during the exit
conference. A summary of our observatmns recommendations and UNOHCTI's response is provided
in the Annex to the report. Their comments are reflected in the report as appropriate and are
identified in italics. :

11.‘-‘ AUDIT OBJECTIVES

5. The Ob_] ectlves of the audit were to review and assess: (i) the effectiveness of internal controls
in selected admxmstratlve and finaricial areas; (ii) the economy and efficiency of the procurement
process; and {111) the effectlveness of the administrative and operational arrangements in North Iraq.

’s/'

IIl. AUDIT SCOPE

6. The audit covered the main administrative and financial areas of UNOHCI, focusing on the
last twelve months of operation. We reviewed Financial and administrative records and accounts
and held discussion with key management in various areas of the operation. In addition a physical
inspection was carried out of the office and other facilities including warehousing and fixed assets.
We also visited the North Iraq headquarters in Erbil and regional offices in Suliminiyah and Dohuk
in order to assess UNOHCI activities in that area.




IV.  AUDIT FINDINGS AND RECOMMENDATIONS

A, Procurement Procedures

Non-compliance with procurement rules and procedures

7. The audit included a review of procurement procedures which found that substantial
improvements are needed in order for the Procurement Section to effectively discharge its
responsibilities and provide the desired level of service to the Mission. The audit found that
procurement and financial rules were often not complied with. For example, our review of 1999
procurement cases above $20,000 found that in none of the cases had formal bidding been carried
out nor was there adequate justification for not complying with this rule. In our opinion, this resulted
in a serious breakdown of internal controls. Furthermore, there was a need to upgrade the staffing
of the Section which, including the Chief Procurement Officer (CPO), had only two staff members
with prior procurement experience. Other weaknesses in the Procurement Section included:

» Aninadequate filing system which resulted in missing ﬁleS‘

» A lack of documentation to justify purchases;

*  One case where the required presentahon to the Local Commlttee on Contracts (LCC) had not
been made; S '

= Procurement action not being done on a tlmely basis;

= The Reality procurement system not bemg fully used; and

= A vendor roster that had not'been updated and was not generally used.

- 8. In their reply to audit note (AF1/00), Mz‘s_sioh management agreed with our recommendations

and indicated that action would be taken fo implement them. Furthermore, management indicated
that the “CAQO alreddy issued-several instructions for strict adherence to Financial rules and
regulations, esmblzshed procedures according to the amended Procurement Manual. Close follow-
up on zmplemenratzon will also be performed Management also stated that they ... will follow-up
with FALD‘on the deploymem of competent Procurement staff”".

Procurement of “Wmter 1t,ems seriously deviaied from procurement rules

9. An amouint of $566,025 had been provided by OIP for the purchase of ‘winter items” in
1999/2000 for internally displaced persons (IDPs) in North Iraq. The review found that the
procurement procedures used for these purchases totally departed from established procedures,
resulting in serious breaches of internal controls. There was also a lack of planning and coordination
by the sections involved in this activity. With the advent of winter, this necessitated the urgent
procurement of the items on an “exigency” basis even though the requirements were known in
October 1999 and a similar exercise had been conducted in the previous year. Some of the major
deviations from established practices were as follows:

= No purchase requisitions were raised to initiate the procurement process;
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= The General Services Section was requested to carry out the procurement exercise in the absence |
of the CPO;

s No competitive bidding exercise was conducted. Instead a Building Management Assistant in
North Iraq was asked to conduct a market survey for the required goods;

=  On the basis of the market survey, POs were completed and signed by the OIC administration;

* A receiving and inspection report was raised by the Receiving and Inspection Unit in Baghdad,
on the basis of an e-mail from North Iraq, without actually verlfymg the quantity and quality of
the items received; and

* Complaints were subsequently received about the inferior quahty of the goods from an NGO
responsible for distribution of the goods to the beneficiaries.

10.  Inorder to assess the reasonableness of the prices"p'\aid for the “winter items”, we conducted
a market survey of vendors in the North for items included in five of the POs issued. The results
revealed that for these POs alone, the amount paid by the Mission was 61 per ¢cent or $97,000 more
than the quotes obtained in our survey. We concluded that similar uncompetltwe prices had probably
been paid for the other items purchased. :

11.  Based on this review, OIOS is of the opinion that there'is a need for Mission management
to thoroughly review the events that took place and determme accountability for non-compliance
with Financial Rules and Procurement Rules. If similar reqmrements are anticipated in the next
winter season, in our view, it would be more: effectlve for these items to be procured by one of the
specialized agencies such as UNICEF. The Deputy Humamtanan Coordinator in the North concurred
with our views in this regard.

12. In their response to. our. audit note (AN6/00), Mission management recognized the
importance of adhering to rules and regulatzons and all other administrative issuance, and would
continue to'make staff members.aware of relevant guidelines. They also stated that only concerted
and joint efforts at. dyﬁ‘"erent levels of the Mission, with unequivocal support from UNHQ including
OI10S con!rzbutmg to fhe awareness, could allow iangible results, to which the Mission
Admmzstratzon has been striving, and is still committed,

13. OIOS E‘r\eco‘g[nfzes ;[hat Mission management is putting considerable effort to correct the
current situatioﬁ\ and ensyre that Financial and Procurement rules are adhered to. However, in view
of the serious deviation from the applicable rules and established procurement practices which has
exposed the Organization to unnecessary risks we believe that additional measures need to be taken
until such time as the situation improves.

Recommendation 1

OIOS recommends that the Assistant Secretary-General for
Central Support Services and the UN Controller reduce the delegation
of procurement authority to the Mission until such time as the
Procurement Section is staffed with qualified personnel and Mission
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management has taken appropriate action to improve the functioning
of the Procurement Section, specifically in ensuring that financial and
procurement rules are complied with and in ensuring that
procurement action is taken on a timely basis (AF00/49/1/001).

Recommendation 2

OIP, in consultation with the Mission should review the
procurement of “winter items” for IDPs and, if such requirements are
expected to continue in the future, make arrangements with one of the
specialized agencies in North Irag to fulfill the requirements .
(AF00/49/1/002). '

B. Financial and Cash Management Maﬂeré‘»

Raising of miscellaneous obligating documents (MODs) were not in accordance with financial rules

14. The Mission raised ten MODs, in the amount of $414,808, at the end of December 1999 in
order to obligate funds in the third mandate based on purchase requisitions (PRs) for supplies and
services. In our opinion, this had circumvented procurement procedures and the raising of purchase
orders. The Mission should have obligated the funds in the subsequent financial period instead of
reserving them using MODs which was in contx:é'\_(ention of UN financial rules.

15.  In their response to the audjt note (AF. 2/00) Mission management stated that implementation
of the recommendation is under way, however, “ .. in certain instances, the resort to MODs will be
inevitable.’ We malntam howi‘:ver that such pract;ces are not consistent with the use of MODs and
should therefore not be resorted to w1th0ut appropriate approval.

Recomm'endationk,?;

S OI(DS recommends that the Controller advise the * fission’s

CF@ that MODS should not be used to retain funds at the c..d of the
ﬁnanmal_.perlod in contravention of established procedures and that
if\a continuing requirement exists for the goods or services, funds
should be obligated (AF00/49/1/003).

Inadequate security arrangements for the transportation of cash to North Iraq

16. Cash replenishments averaging $250,000 a month have been transported to North Iraq by an
international staff member, who acts as a courier and transports the cash discreetly in a UN vehicle
without any security protection. Though this modus operandai it has been functioning without any
problem in the last few years, it is not in conformity with the security guideline titled “Best Practice
for Offices Using Banknotes” issued by the UN Security Coordinator (UNSECCORD) in October
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1998. During our field visit to North Irag, we found that most of the other UN agencies and
programmes are utilizing the services of a broker who delivers the cash upon payment by cheque.
Although not necessarily an ideal solution, this procedure climinates all cash handling risks. The
mission informed us, in their response 10 our audit note (AF2/00), that they had already requested
advice from the UN treasurer concerning this issue.

Recommendation 4

FALD should follow up with the UN Treasurer on the
possibility of using the services of a broker to deliver cash to
North Iraq in order to avoid the security risks associated with the
current cash delivery method currently: used by UNOHCI
(AF00/49/1/004). P v

C. UNOHCTI’s Role in Implementing Activities Under the “13 per:.cent Account”

17. UNOHCI’s mandate in North Irag, under the 986 programme, is to coordinate and monitor
activities of the executing agencies, rather than acting as an executing agency itself. However, the
audit found that a proposal had been put forward by UNOHCI to establish workshop facilities in
North Iraq to repair and maintain vehiclés leased by UN agencies and programmes to the local
authorities. It was noted that neither the Eocil Aauthorities nor the UN agencies had requested such
facilities. The budget proposal for the construction and operation of these facilities, prepared by the
CTO, indicated that estimated é‘co‘st for these facilities ranged from $1,159,400 to $1,725,300
excluding the salaries of the staff to be recruited, ‘depénding on the option chosen. In OIOS’ opinion,
this proposal would place an u‘nneéressary administrative burden on UNOHCI and conflict with their
coordination and menitoring role. We therefore fail to see the justification in this proposal.

18. A similar situation existed with regard to the procurement of “winter items” for IDPs (see
paragraphs 7 t0 9). Agaih, this activity, for which it was ill equipped to perform, did not appear to
be part of the Missions mandated activities. In our view, activities undertaken as part of the “13 per
cent accounf’)’.) should t’:be handled by one of the other agencies operating in North Iraq in order to
allow the Mission to focus on its core activities.

19.  Management indicated in their reply to our audit note (AF7/00) that “Instructions have been
issued to cancel all plans and actions related to building of workshops for the said vehicles,
outsourcing or other ways and means to provide repair and maintenance lo the subject vehicles by
the Mission.” In addition our discussions with management in North Iraq indicated that there was
an awareness that the Mission needed to focus on its coordination and monitoring role.

Recommendation 5

0OIOS recommends that OIP review the current UNOHCI
programme of work in North Iraq, and ensure that it focuses on its
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core activities of coordination and monitoring of programmes
financed from the 986-account being implemented by other UN
agencies and programmes (AF00/49/1/005).

Arrangements to lease “13 per cent account” vehicles to local authorities

20.  Regarding the leasing of vehicles purchased through the “13 per cent account” on a nominal
basis to the local authorities in North Iraq, OLA stated in its legal opinion that “the pertinent
applications which were submitted to the 661 Committee by those oorganizations, agencies and
programmes accordingly indicated that those organizations, agencies and programmes were
themselves to be the recipients of the vehicles concerned and did not indicate the existence of any
intention on their part to pass title in them on to any other person or body, those organizations,
agencies and programmes would not be acting consistently with the approval Wthh has been given
by the 661 Committee.. :

21.  OLA also opined that “the vehicles should not be transferred to the local authorities, but
should be retained by the organizations, agencies and programmes It went on to state that “The
vehicles might accordingly be leased to the local authorities concerned, subject to the condition that
those authorities keep them in good repair and return them to the Qrganization in good condition.”

22. We noted that under the 986 programmé, agencies regularly supply various equipment items
such as generators, medical equipment, etc. to the local authorities. A similar situation exists
concerning the need for the local authorities to use vehicles for purposes associated with the
implementation of 986 programmes We also found that monitoring of the use of the vehicles which
is a requirement under the current lease arrangements is not effective. In view of the legal opinion
and the apparefit intention for the \?ehicles to be used by the local authorities, we recommended that
approval be sought from the Secumty Council 661 Committee to hand over the vehicles to the local
authormes B - L

23. In response 10 our audzt note (AF7/00) the CAQ felt *'...that it is in the best interest of the
Org(mzzanon and'the Mission to hand over the vehicles as soon as possible, as only limited results
can be obtaiked from any monitoring of the use of the vehicles, considering the overall
environment.’ Regardlng the recommendation to seek approval from the Security Council 661
Committee to hand over the vehicles to the local authorities, we are still awaiting a response from
the Mission and the Office of the Iraq Programme. We therefore restate our recommendation below.

Recommendation 6

OI10S recommends that UNOHCI, in coordination with
OIP, seck approval from the Security Council 661 Committee to
hand over the vehicles to the local authorities in North Iraq
(AF00/49/1/006).
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D. Personnel Management Issues

Travel time for occasional recuperation break (ORB) needs to be reviewed

24.  In order to avail themselves of a suitable ORB location, staff members have to make a long
journey (approximately 11 hours by road) to Jordan where they can take flights to other destinations.
The Mission has been permitting Baghdad staff members to take two additional working days and
staff members in the North to take four additional working days as travel time during ORB. In our
view, it would be appropriate to allow travel time for Baghdad staff if ORB travel commences in the
middle of a workweek. If ORB is taken from Sunday to Thursday, travel should be on the weekends
so that the total number of five working days of ORB is not exceeded. It is also our understanding
that ORB travel time policies vary considerably from mission to mission. FALD should therefore
ensure that ORB policies are applied in a fair and con513tent mannerin all mlssmns

25. UNOHCI officials in North Iraq informed us that traVel polices; including ORB, result in
staff members being absent for extensive periods of time which have had a negative effect on their
operational ability. This raises questions about the effectiveness of leave policies and their
application in the Mission. Since this issue has ramifications beyond UNOHCI, OIOS intends to
conduct an audit of ORB and MSA policies"later this year. -

The post for the Chief of the Liaison andf‘lTr,ave"l Unit is budgeted at an inappropriate level

26. The audit found that the size of the Liaison and Travel Unit does not warrant it being
established as a separate section reporting to.the CAO. In our opinion, it would be more efficient if
it were located within the General Services Section, which is the normal practice in most missions.
Furthermore, ,sihcéth__e Unit consists of eight posts, including that of the chief, we did not believe that
the classification at the P-4 level for.the chief of the Unit was appropriate. The fact that a G-3 staff
member (w1th SPA to G 4) has managed the Unit for over one year supports this contention.

27.  In tkezr reply to our recommendatlon (AF00/49/1/136), Mission management stated that “the
P-4 post is Shown on the staffing table for consistency purposes and will be re-deployed elsewhere
when requzred ” In'our opinion the post classification should be appropriate for the post in question
and unless there is an immediate requirement to re-deploy the post elsewhere, the post should be
reclassified to a more appropriate level.

Recommendation 7

OIOS recommends that the Mission request FALD to
reclassify the post level for the Chief of the Liaison and Travel Unit
to a more appropriate level or that the Mission, if there is another an
identified requirement for a P-4 Jevel staff member, re-deploy the post
(AF00/49/1/007).
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E. Other Major Issues .

27. A number of other weaknesses were found during the audit which are shown in the attached
Annex. While management indicated in their reply to our audit notes that corrective action was being
taken, in view of the seriousness of many of the findings, the major ones are highlighted below:

»  Security of the Cashier’s office in North Iraq (Erbil) was inadequate in view of the large amounts
of cash-on-hand (up to $300,000);

* [n many cases, there was no review of the monthly cash management reports by a responsible
official resulting in a breakdown of internal controls;

* In North Iraq (Erbil), procedures had not been estabhshed to' have dlsbursement vouchers
authorized by a certifying officer;

»  Assets belonging to UNOHCT's predecessor mrssmns wrth an acqursltlon value of approximately
$430,000 had not been accounted for; v

»  Despite the lower living costs in North Iraq, no separate salary scale had been established for
local staff salaries;

» A lack of proper procurement plannin‘g'and coordination with Baghdad Headquarters resulted
in two emergency purchases of tires from a local vendor in North Iraq in contravention of .
procurement rules; :

» The procurement of trave'lrz services had not been conducted on a competitive basis, and the
extensive procurement exercise"-done by UNDP, which was subscribed to by the Mission, had
not been 1mplemented and

» The Mrsslon contlnued to pay approxrmately $60.000 annually to UNDP, Jordan despite the fact
that many, of the services to be provided were no longer used (eg. the Mission paid 100 per cent
of the salary for.a 10ca1 driver in Amman, Jordan even though the Mission did not have vehicle
stationed in- Amman 4nd did not use the driver’s services).
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ANNEX

UNITED NATIONS OFFICE OF THE HUMANITARIAN COORDINATOR FOR IRAQ (UNOHCI) — Assignment No. AF2000/49/1
STATUS OF O108/AMCD RECOMMENDA TIONS ISSUED DURING FIELD VISIT

Observation

Recommendation

Mission’s comment/implementation status

ADMINISTRATION IN NORTH IRAQ

Audit Note No. 4

Non-certification of payments

UNOHCI North maintains an imprest level of $40,000
and we found that the payments had not been certified
by any responsible officials as required under the
guidelines issued in June 1998 by UNOHCI which state
that * all payments must be supported by disbursement

vouchers duly signed by the appropriate certifying
officers”.

Rec. # AF00/49/1/127

We recommend that the Mission
Administration establish proper
control mechanisms relating to
certification and approval of payments
in North [raq.

Agreement: Yes
Implementation time: Not specified

UNOHCI's comments:

Administration is working on ways to improve the current system in
place, taking into consideration applicable Rules & Regulations,
including the request for an alternate certifying officer. Authority
will be requested once the structure for a sub-
Administration/Regional Administration for the North is completed.
On the financial approval, the Mission Hgs is of the opinion that this
should continue to be certified at the Mission Hqs level, at least
until the situation is fully regularized, otherwise, it might prove to
be a recipe for more Irregularities.

STATUS: Closed

Security of cashier’s office

UNOHCI North often has cash on hand up to
approximately $250,000. We verified the security of the
Cashier’s office and noted some weaknesses.

Rec. # AF00/49/1/128

We recommend that the Mission
Administration strengthen the security
measures in the Cashier’s office in
Erbil and in the cash handling facilities
in Dohuk and Suleimaniah

Agreement: Yes
Implementation time: 04/05/00

UNOHCI's comments:

Administration will implement the recommendation within the next
four weeks, as it has already and recently been implemented at
UNOHCI Hgs in Baghdad. Steps arc actually being taken for
implementation for the North.

STATUS: Closed

Need to issue Purchase orders

UNOHCI had entered into leases without issuing
purchase orders for renting varicus buildings in the
North to accommodate its oftices and UNGCI for
varying periods. UNOHCI is also making payments to
different vendors for the supply of fuel from the imprest
payments without proper purchase orders

Rec. # AF00/49/1/129

We reccommend that the Mission
establish proper obligating documents
for purchases/ leases for supplies and
services of a recurrent nature to ensure
conformity to UN Rules and
Regulations.

Agreement: Yes
Implementation time: Not specified

UNOHCI's comments:

We agree with the recommendation and Administration will follow-
up with FALD in connection with the delployment of a qualified
Administrative Officer for the North. We also agree that PO’s have
to be issued for all procurement actions. This is unfortunately being
resisted on a regular basis for leases. The matter has been already
recognized by the CAQO and recently, the CPO has been instructed
to travel to the North to regularize the situation of leases; it has been
reported that this has been performed, this will be verified.
STATUS: Closed




@

UNITED NATIONS OFFICE OF THE HUMANITARIAN COORDINATOR FOR IRAQ (UNOHCI) — Assignment No. AF2000/49/1
STATUS OF O10S/AMCD RECOMMENDATIONS ISSUED DURING FIELD VISIT

Observation

Recommendation

Mission’s comment/implementation status

Local procurement of tires

UNOHCI on 16 and 30 December 1999 made an
emergency procurement of 26 and 27 tyres for $988 and
$994 respectively from a local vendor in contravention
of procurement rules. There was an obvious lack of
procurement planning which necessitated local
procurement. The payments were made without proper
R&1, certification and approval.

Rec. # AF00/49/1/130

We recommend that the Mission
ensure proper procurement planning
and strict adherence to the authorized
limits and UN Rules, Regulations and
procedures in North Iraq.

Agreement: Yes
Implementation time: Not specified

UNQHCI's comments:

Administration recognized the difficulties encountered recently in
its attempt to enforce a better adherence to procurement established
procedures. A request has already been made for the arrival of
experienced Procurement Staff including one assistant for the North,
results are awaited.

STATUS: Closed

Local salary scales

No separate salary scale exists for North Iraq. We
believe that there is an urgent need to establish new
salary scales for North Iraq in consonance with the DSA
rate to rectify the anomaly.

Rec. # AF00/49/1/131

We recommend that the Mission in
coordination with OHRM/ FALD
undertake a salary survey and establish
a scparate salary scales for local staff
in North Iraq (AF00/49/1/131).

Agreement: Yes
Implementation time: In progress

UNOHCT's comments:

Administration has brought the Auditors’ recommendation to the
attention of FALD for their appropriatc review and action. UNDP
is leading Agencies in determining local salary scales, a specialist
from UNDP is arriving soon to the Mission area for such purposes
and the matter is scheduled for discussion during meetings already
scheduled.

STATUS: Closed

Asset management :

In our view, UNOHCI North should have a complete list
of assets to enable them to manage them on a daily
basis, monitor their movement, amend their status, send
periodic reports on their status to the PCIU database for
updating and to establish a system of periodic spot
check for effective management.

Rec. # AF00/49/1/132

We recommend that the Mission
provide UNOHCI/ WNorth with a
complete list of assets on a priority
basis for effective management and
that a system of periodic reporting on
the status of assets in North Iraq be
established.

Agreement: Yes
Implementation time: Not specified

UNOHCI's comments:

A consolidated list of assets being used in the North will be
provided to the North by the concerned office. A reminder on the
importance and adherence to transparcncy in general will be given
to Administration Sections/offices. The matter of establishing a
PCIU antenna in the North will be reviewed in the context of
Administration restructuring.

STATUS: Closed
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